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RE: HEALTH BENEFIT PLAN DESIGN ANALYS'S
Dear Sandra

As requested, Milliman has performed an andlysis of hedlth benefit plan designs for CAPERS.
The results of our andlysis are contained in this report.

We appreciate your assistance on this project, and of your staff, Stacie Sormano and Jan
Howard.

Thisreport was prepared exclusvely for CAPERS internd use in analyzing potentia hedth
benefit program changes. We understand that this report will likely become public. We request
that whenever CAPERS rdeases this report that CAPERS rdleaseit inits entirety. Milliman
does not intend to benefit any third parties with this report. Before acting on this report, any
third party should seek the advice of its own quaified experts on these issues.

We gppreciate the opportunity to work with CalPERS on this important subject, and ook
forward to discussing this report with you.

Sincerdly,

Robert G. Cosway, FSA, MAAA
Milliman, Inc
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EXECUTIVE SUMMARY

CAPERS retained Milliman to conduct a thorough review of CaPERS current co-payment
sructure and recommend changes that meet the following objectives:

A.
B.
C.
D
E

F.

Retain Contracting Agencies and Minimize Risk Pool Fragmentation.
Ensure Competitivenessin Health Benefits Marketplace.

Encourage Membersto Seek Care in the Most Appropriate and Cost- Effective Setting.

. Reduce Overdl Long-Term Codts.

Provide Incentives for Members to Make Hedlthy Lifestyle Choices.

Maintain Consistency with Applicable State and Federa laws.

We began by examining “typicd” or median HMO and PPO benefits for large employersin
Cdiforniaand the U.S. We dso compiled alist of potentid co-payment modifications thet are
common and/or innovative in the current Cdifornia HMO or PPO marketplace for CAPERS
daff to consder.  Then, Milliman worked with CaPERS gtaff to evaluate these potentia
changes and identify those that met, on baance, the sx CAPERS co-payment structure
objectiveslisted above. Based on those evauations, we have the following recommendations:

Recommended Changesto the ClIPERS Basc HM O Plan

1.

Introduce a Hospital Inpatient co-payment of $100 per day with an annua maximum
inpatient co-payment of $300 per member.

Change Outpatient Hospitd Surgery/Ambulatory Surgery Center co-payment from $0
($10 for Kaiser) to $15.

Change office vist co-payments as follows:
Preventive Care office visits from $10 to $0.
Other office visits from $10 to $15.
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Change Pharmacy co-payments as follows.
Retal Generic remains a $5.

Retall Brand from $15 to $20.

Retail Non-Formulary remains at $45.

Mail Order Generic remains at $10.

Mail Order Brand from $25 to $40.

Mail Order Non-Formulary from $75 to $90.

Change Emergency Care co-payment from $50 to $75 (waived if admitted).
Change Urgent Care Visit co-payment to $15 (currently $10, $20, or $25, depending
on hedth plan).

Standardize Ouit- of-Pocket Maximum to $1500 Individud, $3000 Family,
excluding pharmacy. Currently, Blue Shield has no out- of-pocket maximum, but the
other two HMO plans have $1500/$3000.

Recommended Changes to the CalPERS Basc PERS Choice Plan

1.

Change Pharmacy co-payments as follows (to remain consstent with HMO):
Retal Generic remains a $5.

Retall Brand from $15 to $20.

Retail Non-Formulary remains at $45.

Mail Order Generic remains at $10.

Mail Order Brand from $25 to $40.

Mail Order Non-Formulary from $75 to $90.

Change Emergency Care co-payment from $50 to $75 (waived if admitted).
No change to Urgent Care Visit co-payment ($20).

Board members have expressed concern that increased member co-payments may cause
members to forgo necessary medica care. Based on our review of studies and literature
pertaining to thisissue, we believe that the magnitudes of these proposed co- payment changes
will not cause membersto avoid needed care.

Based on Milliman's actuaria experience in developing co-payment structures, dl of the
proposed co- payment changes, as packaged, will reduce premiums. The out- of-pocket
maximum is the only exception; Milliman estimates that the associated premium increase will be
immaterid. CAPERS' hedth plans will likdy have varying premium impacts for each co-
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payment change. Each plan’s premium impact estimates will reflect its enrollees basdline
utilization, the behaviora impact of individua plan changes, and unit costs of affected covered
services.

MILLIMAN
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INTRODUCTION

The CAPERS hedlth benefit program provides hedlth benefits for gpproximately 1.2 million
Cdifornians. The following table summarizes the rdevant breskdowns of this membership for
purposes of this analyss.

CalPERS Covered Lives by Health Plan, November 2006

Health Plan Basic Medicare ALL
Blue Shidd 367,913 19,585 387,498
Kaiser 375,860 48,639 424,499
Western Hedlth Advantage 19,695 371 20,066
PERS Choice 200,910 24,095 225,005
PERS Care 24,076 52,074 76,150
Asociaion Plans 66,107 3,505 69,612
TOTAL 1,054,561 148,269 1,202,830

CdPERS wants to andyze whether its current Basic HMO and PPO co-payment structureis
mesting its objectives. All references to the current structurein this report refer to the benefits
as of January 1, 2007.

At CaPERS request, we focused on hedth benefit plans for Basc members (active
employees, retirees, and their dependents under age 65). We did not study the plans covering
public sefety officers.

The higtory of the CAPERS Program, and its current structure, mirrors the experience of many
large employersin the United States.  The current Program offers employees severa dternative
Pan types. Thefirst Plan type, the PPO, offers a broad provider network, and an out-of-
network benefit, but requires significant member cost-sharing payments. The second Plan type,
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the HMO, features alimited provider network, a somewhat larger list of covered benefits, and
lower member cost sharing.

In thisreport we use avariety of terms specific to hedth benefit designs. Please see Attachment
1 for definitions and background information on health benefit structures, categories of hedth
care needs, and components of benefit design.

MILLIMAN
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CALPERS CO-PAYMENT STRUCTURE OBJECTIVES

When defining arecommended co-payment structure, we must first define the objectives.
CAPERS defined the following objectives for program design.

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation

CaAPERS has afundamenta objective to retain contracting agencies and minimize risk pool
fragmentation. The primary reason for this objective isthat alarger membership alows
CaPERS to spread the hedth insurance risk across more people, resulting in more stable
premium rates. Secondary reasons are that alarger membership provides more bargaining
power when negotiating with providers, and reduces administrative expenses per member. To
attain this objective, CaPERS needs a competitive co- payment structure and premiums.

B. Ensure Competitiveness in Health Benefits Marketplace

All state employees receive their hedth benefits from the CAPERS plan. For these employees,
CaPERS needs to provide the State of Cdlifornia, as an employer, with competitive hedth
benefits to attract and retain employees, while providing &tractive premiums.

Maintaining competitivenessis especidly critical for contracting agencies. Contracting agencies
have the option of enrolling with CAPERS, or purchasing health insurance on the open market.
Thus, it isimportant that the co- payments and premiums for contracting agencies be competitive
with the generd insurance market.

To ensure CalPERS co-payment structure is competitive it needs to include preventive, acute
and maintenance benefits that are consstent with and priced competitively with the mgority of
smilar large purchasers.

C. Encourage Members to Seek Care in the Most Appropriate and Cost-Effective
Setting

A hedth plan will seeimprovementsin both the qudity of outcomes and costs when members
receive care in the most appropriate and cost-effective setting. This means receiving the leve of
caretha isclinicaly appropriate, but not excessve. Examplesinclude:

— Recaving the appropriate sub-acute care (skilled nurang facility, or home hedlth) instead of
unnecessary acute care.
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— Recaving urgent but not emergency care in an urgent care facility and not a hospital
emergency room.

— Undergoing surgeries in an outpatient or ambulatory setting when clinicaly appropriate.

— Undergoing complex procedures such as transplants at hospitals designated as Centers of
Expertise.

D. Reduce Overall Long-Term Costs, While Ensuring Appropriate Care

For the State of Cdlifornia, and for contracting agencies, medical benefits for employees and
retirees represent alarge portion of the budget. While annua medica trends moderated
somewhat in the late 1990s, they are currently running at approximately 8 to 12 percent.
Idedlly, a recommended co- payment structure would both reduce current cost levels, and
reduce the rate of premium trend.

Theimpact of co-payment changes on short-term costs, over aone to three year period, is
relaively easy to predict. By adopting along-term view, CAPERS acknowledges the
possibility that some co-payment changes could have unintended long-term consequences. For
example, a plan change that reduces the number of office visits could cause membersto forgo
necessary services affecting their quaity of life. In addition, members that forgo necessary
services could require services that are more expensive in future years, increasing long-term
costs. CAPERS would like to identify and mitigate any unintended consequences by focusng
on long-term cost savings, rather than on short-term savings.

E. Provide Incentives for Members to Make Healthy Lifestyle Choices

The lifestyle choices of plan members affect their long-term hedlth. For example, obesity,
smoking, alcohol use, and exercise dl have a direct impact on amember’shedth. A co-
payment that would provide an incentive for members to lose weight, quit smoking, limit acohal
use, and exercise, for example, could improve the long-term hedth of CAPERS members. This
in turn could reduce the long-term costs of the program.

F. Maintain Consistency with Applicable Sate and Federal Laws

Any proposed plan change must be consistent with state and federd laws covering CAPERS’
hedlth plans. In particular, the HMO plans offered by CAPERS, currently Blue Shidld, Kaiser,
and Western Hedlth Advantage, must comply with the law and regulations governing plans
regulated by the Department of Managed Hedlth Care (DMHC).
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CRITERIA FOR THE EVALUATION OF CO-PAYMENT OBJECTIVES

In this section, we summarize alist of required criteriain order for a particular co-payment
change to meet CaAPERS co- payment structure objectives.

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation.

B. Ensure Competitiveness in Health Benefits Marketplace.

These two objectives overlap. To meet these two objectives a proposed co-payment change
must:

1. Maintain acompetitive co-payment structure, including covered benefits and employee
cost sharing. We defined a significant covered benefit or co-payment provision to be
compdtitiveif it is conastent with the median provisons offered to large employersin
Cdifornia. We aso consdered the median provisions offered by other sate and federa
employers.

2. Yiddareduction in current premium levels. We dtarted with the assumption that
current premium levels are generaly competitive with those available to contracting
agencies from other carriers. To judtify a co-payment change, Milliman and CAPERS
require a premium reduction. If a co-payment change met other objectives, however,
we considered it for recommendation even if it produced little or no predictable
premium reduction.

C. Encourage membersto seek care in the most appropriate and cost-effective setting.

To meet the objective to encourage members to seek care in the most appropriate and cost-
effective setting, a proposed co- payment change must:

1. Maintain or increase coverage of clinicaly appropriate dternative settings.

2. Maintain or increase the cost- sharing differentid between settings that have a sgnificant
differencein cod.

D. ReduceOverall Long-Term Costs

To mest the objective to reduce overdl long-term costs, a proposed co-payment change must:
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1. Reduce CAPERS net hedlth care costs for the coming year, relative to the projected
cost without the change. "Net hedth care cogts' refersto the portion of total hedth care
costs paid by the CAPERS plan, i.e. net of member cost sharing.

2. Not cause membersto forgo clinicaly necessary medica services that would worsen
their hedth care status, thereby possibly increasing future year costs.

3. Produce cost savings that will persist beyond the first year. For example, the percentage
impact of afixed dollar co-payment will decrease over time, as the dollar amount
becomes a smdler and smaller percentage of the tota health cost.

Milliman used its Hedlth Cogt Guiddines to determine whether each co-payment change would
result in premium savings. First developed in 1954, the Hedlth Cost Guidelines have become a
recognized industry benchmark. Most of the largest hedlth insurersin the United States,
induding many in Cdifornia, use the Hedlth Cogt Guiddines to estimate the premium impact of
smilar co-payment changes. Milliman can say with certainty that the co- payment changes
recommended in this report will result in premium savings, but CAPERS will know the leve of
savings only after the completion of negotiations with the hedlth plans.

E. Provide Incentives for Members to Make Healthy Lifestyle Choices

To meet the objective to provide incentives for members to make hedthy lifestyle choices, a
proposed co-payment change mugt provide afinancid incentive for members to improve thair
hedth satus.

F. Maintain Consistency with Applicable State and Federal laws

To meet this objective, a proposed co- payment change must not violate any applicable Sate
and federd laws, including but not limited to:

— Cdifornia Department of Insurance laws and regulations
— Cdifornia Department of Managed Hedth Care laws and regulations
- ERISA
Milliman evauated this objective based on our understanding of these requirements. We are

not lawyers, thus we recommend that CalPERS attorneys confirm our eval uation before
CaPERS makes any specific plan changes.
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PLAN DESIGN SURVEY AND MEDIAN PLAN

Milliman collected data and other information to determine areasonable set of typica co-
payments that large employers offer to their employees. Whenever possible, we relied on
survey data, from the 2006 Cdifornia Employer Hedth Benefits (CEHB) Survey, or nationd
data from the 2006 Kaiser Family Foundation (KFF) Survey of Employer Hedlth Benefits. For
severd of the most Sgnificant co-payments, Attachments 2 and 3 summarize key results from
the two surveys for HMO and PPO plans respectively.

Severa important co-payment provisions are not in the Cdiforniasurvey data. Thereislimited
published survey information available about plan provisons other than office vigt co-payments,
prescription drug co-payments, and PPO deductible and coinsurance amounts. We idertify
these * non-survey” co-payment provisons below, including Milliman's estimates of the pertinent
median vaues. To estimate these values, we performed an Internet search to obtain alimited
sample of co-payment information for typical Californialarge employers. These conclusons are
aso conggent with Milliman's experience with designing hedlth plans for employers and
cariers.

We a so reviewed the 2007 HMO co- payments offered to Federal Employee Health Benefit
Program (FEHBP) employeesin Cdifornia.  Employees can choose from six carriers. One
carrier provides two options, we used their High Option asit featured the lowest cost sharing.

Office visit co-payment

Attachment 2 shows the median office vist co-payment among large employersin Californiais
$15. The median office vist co-payment for the sx FEHBP plansis dso $15, with only one
plan less than $15.

Hospital admission co-payment

Attachment 2 shows the median inpatient hospital admission co-payment among large
employersin Cdiforniais $237. The median inpatient hospital co-payment for the sx FEHBP
plansissmilar. The structure proposed for CAlPERS in this report is $100 per day with a $300
maximum.
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Outpatient Surgery/Ambulatory Surgical Center Co-payment

Attachment 2 shows the median Outpatient Surgery/Ambulatory Surgicad Center Co- payment
among large employersin the United States is $118. Of the six FEHBP plans, three charge a
$50 co-payment and three charge $100 or higher.

Prescription Drugs (Retail)

Attachment 2 shows the median prescription drug co- payment among large employersin
Cdiforniais $10 generic/$20 brand/$39 Non+preferred. The median vaues for the six FEHBP
plans are the same for generic and dightly higher for brand and nonpreferred.

Emergency room co-payments

Milliman'sinternet search of emergency-room co-payments for large Cdifornia plansin 2006
suggests arange from $50 to $100, or more.  Of the six FEHBP plans, three charge a $50
co-payment and three charge a $100 co-payment, for an average of $75.

Urgent care co-payments

Milliman’sinternet search of urgent care co-payments for Cdifornia plansin 2006 suggest a
variety of sructures, including urgent care co-payments.

- equd to the office visit co- paymen.
- between the office vidt co- payment and the emergency room co-payment, typicaly $30.
- equad to the emergency room co- payment.

It is difficult to estimate a true median, but we believe a $30 urgent care co-payment is roughly
equd to the median amount. Of the sx FEHBP plans, three charge an urgent care co- payment
equd to the office vigit co-payment, and three charge a higher amount.

Preventive care co-payments

Preventive care services include Periodic Hedth Exam, Periodic Maternity Care, Well Baby
Vidts, Allergy Testing ad Trestment, Immunizations, Hearing Evauation, and Pre/Postnata
care. Milliman’sinternet search of preventive care co-payments suggested that co- payments
for these benefits usualy match the primary office vist co-payments, athough assgning these
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co-payments to azero vaue is gaining in popularity. Of the sx FEHBP plans, three charge the
same as the office visit co-payment, and three charge $0 for a least some preventive services.

Radiology and laboratory co-payments

Milliman’sinternet search of radiology and laboratory co-payments for California plans shows a
range of zero to $25. The most common appears to be $0, S0 this represents the median vaue.
Of the sx FEHBP plans, four do not charge a co-payment and two charge a co-payment if the
service is not part of an office vigt.

Other outpatient care co-payments

This category includes services such as Chiropractic, Mental Hedth, Physicd Therapy,
Occupationd Therapy, Speech Therapy, and Chemica Dependency. Survey datais
unavalable. Milliman health benefits consultants find that the co-payments for these benefits
typicaly match the office vist co-payment, which isthe current CAPERS Structure. We define
this as the median gpproach, so that if CAPERS increases office vigit co-payments, co-
payments for these services should also increase.
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RECOMMENDED CO-PAYMENT CHANGES: BASIC HMO

Attachment 4 contains a summary of the current ClPERS Basc HMO provisions. We
recommend the following changes to the current Basc HMO. We summarize our evauation of
how each change meets CAPERS objectivesin alater section of this report.

1 Introduce hospita inpatient co-payment of $100 per day, with an
annud maximum hospita inpatient co-payment total of $300 per member.
Treat outpatient/ambulatory surgery as an office vist for purposes of co-payments.
Outpatient/ambulatory surgery co-payment will increase from $0 to $15, except for
Kaiser which will increase from $10 to $15.

2. Change office vigt co-payments as follows:
Preventive Care from $10 to zero.
Other office vists from $10 to $15.

The category “office visits’ includes Physician, Chiropractic, Mentad Hedlth, and
Physca/Occupationa/Speech Therapy. “Preventive’ office vidits include Periodic
Hedlth Exams, Periodic OB/GY N, Wedll Baby, Allergy Testing and Trestment,
Immunizations, and Hearing Evauations.

3. Change Pharmacy co-payments asfollows
Retail Generic remains a $5
Retail Brand from $15 to $20
Retail Non-Formulary remains at $45 *
Mail Order Generic remains at $10
Mail Order Brand from $25 to $40
Mail Order Non-Formulary from $75 to $90 *

4. Raise Emergency Care co-payment from $50 to $75 (waived if admitted).
Urgent Care Vidtsto $15 (currently $10, $20, or $25, depending on health plan).

Notes. Urgent Care co-payment becomes equal to the office vist co-payment.

! Non-formulary co-payments are reduced if physician requests waiver because member has unsuccessfully
tried aformulary brand drug and needs a non-formulary drug.
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5. Standardize Out-of-Pocket Maximum to $1,500 Individud, $3,000 Family, excdluding
pharmecy (currently Blue Shield has no out-of-pocket maximum).
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RECOMMENDED CO-PAYMENT CHANGES: BASIC PPO

Attachment 4 contains a summary of the current Basic PPO provisons. We conclude that the
PERS Choice design, which covers the mgority of PPO members, is generdly consistent with
CaPERS co-payment structure objectives. While PERSCare is amore expensive option than
PERS Choice, we believe CAPERS can continue with this richer benefit design to provide
members with two PPO options. PERS Care is amore expensive option than PERS Choice,
with lower cogt sharing.

We recommend the following changes to the current PERS Choice basic plan. We summarize
our evaluation of how each change meets CAPERS objectivesin afollowing section.

1 Change Pharmacy co-payments asfollows:
Retail Generic remains a $5
Retail Brand from $15 to $20
Retail Non- Formulary remainsat $45*
Mail Order Generic remains at $10
Mail Order Brand from $25 to $40
Mail Order Non-Formulary from $75 to $90*

2. Raise Emergency Care co-payment from $50 to $75, plus gpplicable coinsurance (fixed
co-payment portion waived if admitted).
Retain Urgent Care co-payment a $20 (No change)

Note: Urgent Care co-payment continues to be equd to office vist co-payment.

! Non-formulary co-payments are reduced if physician requests waiver because member has unsuccessfully
tried aformulary brand drug and needs a non-formulary drug.
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EVALUATION OF RECOMMENDED CO-PAYMENT CHANGES-BASIC HMO

Beow we examine each recommended Basic HM O co-payment change using the numbered
criteriafor evauation described in the section “Criteria for the Evaluation of CaPERS Co-
Payment Structure Objectives.” For more information regarding any research or sudies cited
below, please see Attachment 5, Discussion of Literature Pertaining to Co- Payment Structure
Options Considered.

1) Change Hospital co-payment as follows:

Introduce Hospita Inpatient co-payment of $100 per day, with an Annua Maximum
Hospita Inpatient co-payment total of $300 per member;

Introduce Outpatient/Ambulatory Surgery co-payment of $15 per case.

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation;
B. Ensure Competitivenessin Hedth Benefits Marketplace

1. Thisco-payment change is competitive and congstent with the current market.
For hospitd admissions, the CEHB survey found that about 50 percent of HMO
covered workersin large firms have a separate co- payment on hospita inpatient
sarvices. The average inpatient co-payment amount, for those with this festure,
was $250 per admission in 2006. Nationwide figures (from KFF survey) are
similar, 45 percent and $233. The proposed co-payment structure produces a
co-payment of $100 for members with aone-day stay, $200 for members with a
two-day stay, and $300 for members with a three-day stay or longer. For a
recent 12-month period, 29 percent of Basic HMO hospita admissions were for
one day, 25 percent were for two days, and 46 percent were for three or more
days. Thus, the average co-payment per admission for the proposed structureis
$188, well below the average amount in the 2006 Cdifornia marketplace. The
proposed per day cost sharing structure is becoming more common. Three of the
9x FEHBP HMOsin Cdifornia use this structure, two of which have the same
dollar amounts, and one has higher amounts.

For outpatient/ambulatory surgery, among U.S. HM O covered workers in 2006,
42 percent had a co-payment for this benefit, with amedian
outpatient/ambulatory surgery co-payment amount of $118. We do not have
survey datafor Cdiforniaon this benefit. Milliman has observed that while some
Cdifornia carriers qill charge no co-payment for outpatient/ambulatory surgery,
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many charge an amount much higher than the office visit co-payment. Of the Sx
FEHBP HMOs in Cdifornia, three charge a $50 co-payment and three charge
$100 or higher.

Premiums will decrease, relative to current levels, as the current HM O benefits
have no co-payment for inpatient admissions, or for outpatient surgery. This
reduction in premium, relative to current levels, would increase the
competitiveness of CAPERS premiums.

C. Encourage Membersto Seek Care in the Most Appropriate and Cost- Effective Setting

When combined with an outpatient/ambulatory surgery co-payment equivaent to an
office vigt, the member has afinancia incentive to request surgery in alower cost
outpatient/ambulatory setting when dlinicaly appropriate.

D. Reduce Overd| Long-Term Costs

1.

The hospita co-payment changes will decrease CAPERS HMO premiums. This
decrease is due solely to the increased portion of the hospital costs paid by the
member. Milliman’'s Hedth Care Guiddines suggest this co- payment change will
have no impact on underlying hospitd utilization.

We are not aware of any published study in a peer-reviewed journa that
concludes that an inpatient co-payment of this magnitude will cause a patient to
forgo necessary care or adversdly affect a patient’ s health care status. Thus, we
do not believe decreases in short-term premium will be offset by any future
increase in health care costs due to delay of care. See Attachment 5 for a
discussion of the literature.

This change causes lower CAPERS costs because the patient has a higher co-
payment. This reduction will continue in future years, as long as the co-payment
remainsin place. The percentage impact will decline dightly over time as the vdue
of the fixed dollar co-payment declines reldive to the ongoing increases in hedlth
care costs.

E. Provide Incentives for Membersto Make Hedlthy Lifestyle Choices

No anticipated materid effect on amember's lifestyle choices.
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F. Maintain Congstency with Applicable State and Federd Laws

No expected regulaory issues, but Milliman recommends that CaPERS legd saff
confirm consistency with state and federd laws.

2) Change Outpatient co-payment as follows.
Preventive Care Visits from $10 to zero
Other office visits from $10 to $15

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation;

B. Ensure Competitiveness in Hedlth Benefits Marketplace

1. These co-payment changes are competitive. The proposed office visit co- payment
change to $15 is consgtent with the current marketplace. The CEHB survey found
that 62 percent of Cdifornia HMO-covered workers had an office visit co-payment
of $15 or more in 2006, with the median vaue of $15. Nationwide, the KFF
survey found that 75 percent had co-payments of $15 or more in 2006. Both
surveys show average office visit co-payments steadily increasing over time. The
median office vist co-payment for the six Cdiforna FEHBP HMOsis dso $15,
with only one plan less than $15.

This gpproach (zero co-payments for preventive) isincreasing in popularity among
large group hedth plans. Of the six Cdifornia FEHBP HMOs, three charge the

same as the office vidt co-payment, and three charge $0 for at least some
preventive services

2. Premiumswill decrease, rdative to current levels, asthis change increases that
overdl member cost sharing for physician services.

C. Encourage Membersto Seek Carein the Most Appropriate and Cost- Effective Setting

The reduction in preventive care co-payments will further motivate patients to seek
appropriate and cost-effective care.

D. Reduce Overdl Long-Term Costs

MILLIMAN



@

CalPERS Plan Design Study
Page 19 of 24
March 9, 2007

1. Thisco-payment change will decrease CAPERS HMO premiums. Milliman
edtimates that the premium decrease is due to both the increased portion of the
office vigt and outpatient/ambulatory surgery cost paid by the member, and the
anticipated reduction in office vigt utilization caused by the higher co- payment
amount. Large employers have been steadily increasing office vigit co-payments,
and we expect thistrend to continue. We have assumed that lowering the
preventive care co-payment will dightly offset the savings of increasing the co-
payment for other services. There are sudies in the literature that suggest lowering
or removing preventive office vigt co-payments may reduce other hedlth care costs,
but the results are rarely quantified.

2. We are not aware of any study that concludes that a change in office vigit co-
payments of this magnitude will cause a patient to forgo necessary care or adversely
affect their hedlth care gatus. See Attachment 5 for adiscussion of the literature.

3. Thisreduction will continue in future years, aslong as the increased co-payments
reman in place. The percentage impact will decline dightly asthe vadue of the fixed
dollar co-payment declines relative to the ongoing increases in health care codts.

E. Provide Incentives for Members to Make Hedthy Lifestyle Choices

No anticipated materid effect on amember's lifestyle choices.
F. Maintain Consistency with Applicable State and Federd Laws

No expected regulatory issues, but Milliman recommends that CAlPERS legd Staff
confirm consstency with state and federd laws.

3) Change Pharmacy co-payments as follows:
Retail Generic $5 (no change).
Retail Brand from $15 to $20.
Retail Non-Formulary $45 (no change).
Mail Order Generic $10 (no change)
Mail Order Brand from $25 to $40.
Mail Order Non-Formulary from $75 to $90.
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A. Minimize Loss of Contracting Agencies and Risk Pool Fragmentation

B. Ensure Compsititiveness in Hedlth Benefits Marketplace

1. The proposed pharmacy co-payment changes are consstent with the marketplace.
CalPERS has below-market pharmacy co-payments. The CEHB survey shows
that in 2006 the median generic/preferred/non-preferred co-payments were
$10/$20/$39. The KFF survey shows that nationdly the figures are similar
($12/$24 for generic/preferred). Both these amounts have been steadily rising in
recent years. The median vaues for the sx Cdifornia FEHBP HMOs are the same
for generic and dightly higher for brand and nonpreferred.

2. Maintaining the generic co-payment at current low levels ($5 relative to the median
of $10) will be attractive to members and increase the incentive to use generic drugs
versus dinicaly equivadent brand drugs.

The resulting reduction in premium, relive to current levels, from these changes
would increase the competitiveness of CAPERS premiums.

C. Encourage Membersto Seek Carein the Most Appropriate and Cost- Effective Setting

Increasing the difference between generic and retail drug co-paymentswill further
motivate CdPERS members to use generic drugs versus clinically equivaent brand drugs.

D. Reduce Overdl Long-Term Costs

1. Thisco-payment change will decrease CAPERS HMO premiums. Milliman
estimates that the premium decrease is due to the increased portion of pharmacy
cods paid by the member, the anticipated reduction in utilization caused by the
higher co-payment amount, and expected changesin generic drug use. Large
employers have been steadily increasing pharmacy co-payments, and we expect this
trend to continue.

2. Weare not aware of any study that concludes that a change in pharmacy co-
payment of this magnitude will adversdy affect patients hedlth care status who are
enrolled in abasic plan. Thus, we do not believe short-term premium decreases are
offset by any future increase in health care costs due to delay of care. See
Attachment 5 for adiscussion of the literature.
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3. Thisreduction will continue in future years, as long as the increased co-payments
remain in place. The percentage impact will decline dightly as the vaue of the fixed
dollar co-payment declines relative to the ongoing increases in hedth care codts.

E. Provide Incentives for Members to Make Hedthy Lifestyle Choices

No anticipated materid effect on amember's lifestyle choices.

F. Maintain Consstency with Applicable State and Federa Laws

No expected regulatory issues, but Milliman recommends that CAPERS legd dtaff
confirm consistency with state and federd laws.

4) Raise Emergency Care co-payment from $50 to $75 (waived if admitted).
Urgent Care Visits to $15 (currently $10, $20, or $25, depending on health plan).

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation;

B. Ensure Competitiveness in Hedlth Benefits Marketplace

1. The new emergency care co-payments are consistent with the marketplace. Although
urvey datais not available for this benefit, Milliman’s research of benefit plansfor
Cdifornia plans shows that emergency care co-payments most commonly range
between $50 and $100. Of the six California FEHBP HMOs, three charge a $50 co-
payment and three charge a $100 co-payment, for an average of $75.

2. Urgent care co-payments range from the leve of the office vist co-payment, to amounts
as high as $50. Of the six FEHBP plans, three charge an urgent care co- payment equa
to the office vigt co-payment, and three charge a higher amount.

The resulting reduction in premium would increase the competitiveness of CAPERS
premiums.

C. Encourage Membersto Seek Carein the Most Appropriate and Cost- Effective Setting

The Milliman Hedth Cost Guiddines predict areduction in utilization of emergency care due
to the $25 increase in co-payment. Since the emergency co-payment iswaived if the
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patient is hospitalized, we do not expect this co-payment increase to cause membersto
avoid necessary care. We do expect this change will cause members to use the emergency
room more prudently and less often for non-emergency care.

This change will aso increase the difference between urgent care and emergency care co-
payments. Keegping the urgent care co-payment low, while raising emergency care co-
payments, will provide further motivation for patients to choose urgent care instead of
emergency care when clinically appropriate.

D. Reduce Overdl Long-Term Costs

1.

2.

3.

This co-payment change will decrease CAPERS HMO premiums. Milliman estimates
that the premium decrease is due to both the increased portion of the emergency care
paid by the member, and the anticipated reduction in emergency care utilization caused
by the higher co-payment amount. The decrease, for two of the HMO plans, of the
urgent care co-payment to $15 causes an increase in codts, but it is offset by the change
in emergency care codts. The increase in emergency care co-payment, combined with
the decrease in urgent care co-payment, could cause a further reduction in costs due to
more emergency room vigts shifting to urgent care fadlities

We are not aware of any study that concludes that a change in the emergency care co-
payment of this magnitude will adversely affect patients hedth care satus. Thus, we do
not believe decreases in short-term premiums are offset by any future increase in hedlth
care costs due to delay of care. We aso note the following conclusions from two recent
studies (see Attachment 5):

“When faced with an ED co-payment, patients in the hedlth syssem most commonly
shifted toward seeking care from other available dternatives, and rarely avoid medica
care atogether.”

“Relaively modest levels of patient cost-sharing for ED care decreased ED vist rates
without increasing the rate of unfavorable clinicd events”

This change causes lower costs because the patient has an overdl higher co-payment,
and lower related emergency room utilization. This reduction will continue in future
years, aslong as the increased co-payments remain in place.

E. Provide Incentives for Members to Make Hedlthy Lifestyle Choices
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No anticipated materid effect on amember's lifestyle choices.
F. Maintain Consstency with Applicable State and Federd Laws

No expected regulatory issues, but Milliman recommends that CAPERS legd Staff
confirm condgstency with state and federd laws.

5) Sandardize Out-of-Pocket Maximum to $1500 Individual, $3000 Two-Party Family,
excluding pharmacy (currently Blue Shield has no out-of-pocket maximum).

A. Retain Contracting Agencies and Minimize Risk Pool Fragmentation;

B. Ensure Competitiveness in Health Benefits Marketplace

1. Theout-of-pocket limits of $1500/$3000 are consistent with the marketplace. The
2006 CEHB survey showed that the levels of $2000-$2500 Single, and $4000-$5000
Family, are close to the “midpoint” HMO leve in 2006. The CEHB report found that
80 percent of single workers with HMO coverage had an out- of-pocket limit of $1500
or more. For family workers, 84 percent had an out-of- pocket limit of $3000 or more.

2. Thischange will have no materid impact on HMO premiums, and will not harm the
competitiveness of CAPERS premiums.

C. Encourage Membersto Seek Care in the Most Appropriate and Cost- Effective Setting

For patients that reach the out-of- pocket maximum, they would no longer experience co-
payment differentials between dinically appropriate settings (e.g., emergency room versus
urgent care).

D. Reduce Overdl Long-Term Costs

1. We edimate this co-payment change will have an immaterid impact on CdPERS HMO
premiums.

2. Thischangewill not cause patients to forgo services.

E. Provide Incentives for Members to Make Hedthy Lifestyle Choices
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No anticipated materid effect on amember's lifestyle choices.
F. Maintan Consstency with Applicable State and Federd Laws

No expected regulatory issues, but Milliman recommends that CAPERS legd gaff confirm
consstency with state and federa laws.
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EVALUATION OF RECOMMENDED CO-PAYMENT CHANGES- BASIC PPO

To ensure adifference in CAPERS PPO plans, we recommend maintaining the current co-
payment structure for the PERSCare plan. The remainder of this section examines each
recommended Basic PERS Choice co-payment change, using the numbered criteria for
evauation described in the section “Criteria for the Evauation of CAPERS Co-Payment
Structure Objectives.” Because each proposed PERS Choice change isidentical to a proposed
HMO change, we do not repesat al of the evaluation here.

1. Change Pharmacy co-payments asfollows

Retail Generic $5 (no change).

Retail Brand from $15 to $20.

Retail Nor+Formulary $45 (no change).

Mail Order Generic $10 (no change)

Mail Order Brand from $25 to $40.

Mail Order Non-Formulary from $75 to $90.

00T

The evauation of this PERS Choice change isidenticd to the same proposed HMO
change, discussed in the previous section. Large employers often have smilar
prescription drug provisons for HMO and PPO plans. Attachment 3 shows that in
2006, the median generic/preferred/non-preferred co-payments for large employer
PPO plansin Cdifornia were $10/$20/$40. In the evauation of the same HMO
change, we noted that the median vaues for HMO plans were $10/$20/$39.

2. Raise Emergency Care co-payment from $50 to $75, plus applicable coinsurance (fixed
co-payment portion waived if admitted). Retain Urgent Care co-payment at $20.

The evduation of this PERS Choice changeis identica to the same proposed HMO
change, discussed in the previous section.
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Benefit Design Overview

This section provides an overview of the structure and definition of termsthat we usein
andyzing co-payment structure options for CAPERS. Following are:

Definitions of the hedlth benefit structure,
Categories of health care needs, and
Components of benefit design.

In this report we use the term Health Benefit Program (Program) to refer to the overal
CdPERS hedth benefit Sructure. Within the Program, members can sdlect one of severd
hedlth insurance benefit plans, such as the Kaiser HMO and the PERS Choice PPO. We use
the term “Plan” to refer to these individud plans.

Hedth care needs fdl into the following categories:

Catastrophic — treatment of unexpected severe illnesses or injury.

Complex chronic — treetment of serious long long-term conditions, such as diabetes
heart failure arthritis etc.

End-of-life— home or facility-based hospice and comfort measures for termindly ill
patients.

Episodic — trestment for common short-term problems.

Maintenance — trestment of chronic conditions (asthma hide what pressure, diabetes,
etc).

Maternity — pre- and postnatal care.

Menta Hedlth — treatment of menta health and substance abuse disorders.
Preventive Services

Qudity of Life

Redtorative

The extent to which a plan covers services in the above categories depends on the relative
priority placed on each type of health care need.

A bendfit design for a single Plan includes the following components:

1. Covered Benefits. The Plan's Evidence of Coverage lists the medica servicesthat are
ether included or explicitly excluded. An overriding requirement isthat al services be
medicaly necessary. Certain types of providers or facilities must provide coverage for
some sarvices. Coverage for some other services must satisfy certain plan requirements,
such as prior plan approval.
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The list of covered servicesis usudly smilar for HMO and PPO plans. HMO plans
sometimes cover a broader list of preventive services. On the other hand, HMO plans
often have dtricter requirements concerning prior plan approva and related medical
management provisons.

Thelist of covered services for prescription drug plansis often along list defined broadly as
any physician-prescribed, FDA-agpproved drug. Alternatively, plans can define an explicit
list of covered drugs, cdled aformulary, and only cover drugs on that list. Prescription drug
plans can aso require prior plan approval for specific drugs, or require that the patient try
other drugs before gpproving a specific drug.

. Bendfit Limitations. The Plan's Evidence of Coverage sometimes limits the number of
specific services covered in aperiod. For example, some plans limit the number of physica
thergpy vidtsto 20 per year.

The benefit limitations are usudly smilar for HMO and PPO plans when offered by the
same carrier.

. Cost Sharing. Given that amedica serviceis covered, aplan’s cost sharing provisons
determine how much the member pays for the service.

The cogt sharing provisons of HMO and PPO plan are fundamentdly different. Inan

HMO plan, the cost sharing for a service depends only the nature of the serviceitself. The
plan document contains a schedule of dollar co- payments for specific services. For
example, CaPERS basic HMO members pay a $10 co-payment for a physician vist, and
the plan pays the remainder of the cogt.

In a PPO plan, the cost sharing for a service depends on the member's cumulative cost of
services so far during the year. For example, in the PERSCare plan, for servicesfrom
network providers.

- the member pays the first $500 of services each year.
- the member pays 20 percent of the services from $500 to $15,500.
- the member pays O percent of the services over $15,500.

The CdPERS PPOs include some HMO-type provisions. A $20 co-payment replaces the
20 percent payment for physician services.
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Cogt sharing for the CalPERS prescription drug benefit are co-payments at a fixed dollar
amount that depend on the type of drug (generic, brand, or non-formulary) and on whether
the member obtains the drug from aretail pharmacy or through mail order. PPO type cost
sharing (deductibles and percentage coinsurance) are possible but not common.

Covered Providers. Mogt plans define aprovider network, alist of providers (physicians
and hospitals) from which the member can obtain covered services.

In HMO plans, members that receive services from non-network providers must pay the full
cost themsalves, the plan pays nothing. In PPO plans, the plan will pay something toward
non-network provider costs, but the members cogt sharing is usudly significantly higher than
for network services. Exceptions under both plans include emergency care and Situations
when the plan approves areferra to anon-network provider.

In prescription drug plans, the plan defines alist of retail pharmacies where the member can
obtain their prescribed drugs.
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HMO Plan Designs Among California Employers With 100 or more Employees That Offer HM O Coverage

2006 California Employer Health Benefits Survey (1) 2006 U.S. Survey (2)

Average Median Average
% Employer for Those for Those 25th Percentile 75th Percentile  for Those
With This with This  with This for Thosewith for Thosewith  with This  Average

Feature Feature Feature This Feature This Feature Feature or Median
Co-payment Amount for an Office Visit (HMO) 96.0% $15 $15 $10 $20 95% $15
Co-payment Amount for an Hospital Admission (HMO) 50.0% $261 $250 $100 $250 4% $233
Co-payment Amount for Outpatient/Ambulatory Surgery 42% $118
Maximum Out of Pocket Liability for One Y ear - Single (HMO) 70.1% $1,602 $1,500 $1,000 $1,500 60% $1,500
Generic Drug Copay Amount (HMO) 93.9% $10 $10 $10 $10 9% $11
Preferred Drugs Copay Amount (HMO) 84.9% $21 $20 $19 $25 98% $24
Non-Preferred Drugs Copay Amount (HMO) 44.6% $37 $39 $33 $40 74% $38

(1) Milliman analysis of employers with 100 or more employees, based on source data
(2) 2006 Kasier Family Foundation Survey of Employer Health Benefits; large group data (>200 EE) is used whenever noted in survey
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PPO Plan Designs Among California Employers With 100 or more Employees That Offer PPO Coverage

2006 California Employer Health Benefits Survey (1) 2006 U.S. Survey (2)
25th
Percentile 75th %
% Employers  Averagefor Median for for Those Percentilefor Employers Average
With This Those with Those with with This ~ Thosewith ~ With This or
Feature ThisFeature  This Feature Feature This Feature Feature Median
Single PPO Plan Deductible 82.6% $396 $250 $250 $500 69% 375
Family PPO Plan Deductible 80.8% $970 $750 $500 $1,000 70% $338
Co-payment Amount for an Office Visit (PPO) 80.1% $18 $18 $15 $20 7% $20
Co-payment Amount for an Hospital Admission (PPO) 30.0% $228 $200 $100 $250 22% $233
General PPO Coinsurance Rate; in network 100% 20%
General PPO Coinsurance Rate, out of network 8% 3%
Maximum Out of Pocket Liability for One Y ear - Single (PPO) 84.3% $2,021 $2,000 $1,200 $2,500 85% $1,500
Generic Drug Co-payment Amount (PPO) 92.0% $10 $10 $10 $10 98% $11
Preferred Drugs Co-payment Amount (PPO) 88.2% $22 $20 $20 $25 98% $24
Non-Preferred Drugs Co-payment Amount (PPO) 63.8% $38 $40 $35 $0 4% $38

(2) Milliman analysis of employerswith 100 or more employees, based on source data
(2) 2006 Kaiser Family Foundation Survey of Employer Health Benefits; large group data (>200 EE) is used whenever noted in survey
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2007 CalPERS Benefitsfor Basic Members

Health Care Benefit

Plan Deductible

Out of Pocket Maximum

Inpatient Hospital

Physician Care
Office Vigt
Specialist
Periodic Health Exam
Periodic OB
Well Baby
Allergy Testing/Treatment
Immunizations
Eye Refraction
Hearing Evaluation

Hearing Aid
Home Visit
Chiropractic

Blue Shield HM O/EPO Kaissr HMO Western Health HM O
Co-
payment/ Co-payment/ Co-payment/
Coinsurance Limits Coinsurance Limits Coinsurance Limits
none none none
$1500/
none $1500 / $3000 (Ind/Fam) $3000 (Ind/Fam)
$0 $0 $0
$10 $10 $10
$10 $30 self-refer $10 $10
$10 $10 $10
$10 $10 $10
$10 $10 $10
$10 $10/$5 $10
$10 per immun. $O $10 per immun.
$10 1/yr for 18+ $10 $10 1/yr for 18+
$10 $10 $0
>$1000 per 36 months >$1000 per 36 months >$1000 per 36 months
$10 $0 $0
Not Covered $10 20 visits/ yr $10 20 visits/ yr

PERS Choice PERSCare
Co-payment/ Co-payment/
Coinsurance Limits Coinsurance Limits
$500 / $1000 (Ind/Fam) $500 / $1000 (Ind/Fam)
$3000 /
$6000 PPO only $2000 / $4000 PPO only
$250 +
20%/40% (infout) 10%/40% per admit
$20/40% (infout) $20/40% (infout)
$20/40% (infout) $20/40% (infout)
zero/40% (infout) zero/40% (infout)
zero/40% (infout) zero/40% (infout)
zero/40% (infout) zero/40% (infout)
zero/40% (infout) zero/40% (infout)
zero/40% (infout) zero/40% (infout)
Not covered Not covered
20%/40% (infout) 10%/40% (infout)
>$1K; per 36 >$1K; per 36
20%/40% mos 10%/40% mos
$20/40% $20/40%
20%/40% 15 visits/ yr 10%/40% 20visits/ yr
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Prescription Drugs
Separate Rx Deductible

Generic

Brand
Non-formulary
Mail Order Generic
Mail Order Brand

Mail Order Non-form.
Radiology

Laboratory

Emergency Care

Urgent Care

Ambulance

Outpatient/ Ambulatory Surgery
Maternity

Cae
Pre/Postnatal Office

Inpatient services
Delivery

Blue Shield HM O/EPO

none
$%
$15
$45/$30 (2)
$10
$25
$75/$45

$0

$0

$25

$10

88

30 day supply
30 day supply
30 day supply
90 day supply
90 day supply

90 day supply

Kaisesr HMO

none
$%
$15

not covered (1)

$%
$15

not covered

$0

$0

$50

$10

$10

$10

88

100 day supply

100 day supply

100 day supply

100 day supply

Wesern Health HMO

none
$5
$15
$45/$30 (2)
$10
$25
$75/$45

$0

$0

$50
$20
$0
$0

$10

88

30 day
supply
30 day
supply
30 day
supply
90 day
supply
90 day
supply
90 day
supply

PERS Choice
none
$5 30 day supply
$15 30 day supply
$45/$30 (2) 30 day supply
$10 90 day supply
$25 90 day supply
$75/$45 90 day supply
20%/40% (infout)
20%/40% (infout)
$50 +
20%/20% per visit
$20/40% (infout)
20%/20% (infout)
20%/40% (infout)
20%/40% (infout)
20%/40% (infout)
20%/40% (infout)

PERSCare
none
$5 34 day supply
$15 34 day supply
$45/$30 (2) 34 day supply
$10 90 day supply
$25 90 day supply
$75/$45 90 day supply
10%/40% (infout)
10%/40% (infout)
$50 +
10%/10% per visit
$20/40% (infout)
20%/20% (infout)
10%/40% (infout)
10%/40% (infout)
$250 +
10%/40% per admit
$250 + per admit
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(1) Generic or brand co-payment appliesif physician determines a non-formulary drug is medically necessary.

Blue Shield HM O/EPO

Kaisesr HMO

Wesern Health HMO

(2) $30 co-payment appliesif non-formulary drug is determined by plan to be medically necessary.

Family Planning
Infert. Testing/Treatment
Infertility drugs
Contraceptive device
Contraceptive visit
Sterilization (I npatient)

Mental Health

Inpatient

OP; severe mental illness
OP; serious emotional
OP other

Other Benefits
DME
Home Health

Physical Therapy

Occupational Therapy
Speech Therapy

Chem. Depend. IP
Chem. Depend. OP

SNF
Hospice

50%
50%
$%
$10
0

$10
$10
$20

88

$10

$10
$10

$10

88

child or adult
child only
20 visits/yr

$0if inpatient

$0if inpatient
$0if inpatient

20 visits/yr

100 days/yr

50%
50%
$10
$10
0

$10
$10
$10

88

$10

$10
$10

$10

88

30days/yr

child or adult
child only

20 visits/ yr

$0if inpatient

$0if inpatient
$0if inpatient

100 days/ yr

50%
100 day supply same as Rx

$10
$10
$10

$10
$10

88

$10

$10
$10

$10

88

30days/yr

child or adult
child only

20 visits/ yr

$0if inpatient

$0if inpatient
$0if inpatient

20 visits/yr

100 days/ yr

PERS Choice
Not Covered
Not Covered
20%/40% (infout)
20%/40% (infout)
20%/40% (infout)
20%/40% 20 days/ yr
20%/40% child or adult
20%/40% child only
20%/40% 24 visits/ yr
20%/40% $3000 max / yr
20%/40% $6000 max / yr
PT& OT
20%/40% $3500/yr
PT& OT
20%/20% $3500/yr
20%/20% $5000 life
20 days ($12K
20%/40% lite)
24 vis. ($12K
20%/40% lite)
20%-30% /
40% 100 days/ yr
20%/20% $10K max

PERSCare
10%/40%
Not Covered
Not Covered
10%/40% (infout)
10%/40% (infout)
10%/40% (infout)
$250 +
10%/40% 30 days/yr
10%/40% child or adult
10%/40% child only
10%/40% 30 visits/ yr
10%/40% (infout)
10%/40% 100 visits/ yr
10%/40% (infout)
20%/20% (infout)
10%/40% $5000 life
$250 + 30 days ($12K
10%/40% life)
30 vis. ($12K
10%/40% life)
10%-20% /
40% 180 days/ yr
10%/10% $10K max
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Blue Shield HM O/EPO Kaisesr HMO Western Health HMO PERS Choice PERSCare

MILLIMAN



@

Attachment 5
Discussion of Literature Pertaining to Recommended Co-payment Changes

Milliman conducted a literature search to identify research papers and other published literature
that provide quantitative andyses pertinent to the co-payment options that CAPERS is
consdering. Albert Lowey-Ball, aconsulting hedth economist to Milliman on this project,
assisted with the search and interpretation. In this section, we summarize our interpretation of
the literature that applies to specific recommended changes in benefit desgn. We dso refer to
selected specific articles that are relevant. In some cases, we have presented a very brief
summary of the authors conclusons, including pertinent statements from the article’' s abstract or
summary. We have not attempted to audit the vaidity of these studies and the associated
conclusons. For amore complete understanding of these studies, we encourage the reader to
read the entire study.

Although we cite selected articlesiin this section, we based our conclusions on the literature as a
whole. Welooked at literature on the following recommended design changes:

Raise Office Vigt Co-payments.

Waive Co-payments on Office Vidts for Preventive Care.
Raise Pharmacy Co-payments.

Raise Emergency Care Co-payments.

Implement Hospita Inpatient Co- payment/Deductible.

a s owbdpE

* * *

1 Raise Office Visit Co-payments.

The RAND Hedth Insurance Experiment (HIE) showed in 1987 that increased patient cost
shares, for office vists and other benefit categories, led to lower utilization of those categories.
The RAND results are consgtent with the Milliman Hedth Cogt Guidelines, which reflects the
experience of insurance carriers.

Since the RAND HIE, many research studies have atempted to examine the relaionship
between increased office vigt cost shares and the change in hedth care costs for office visits as
well as other benefit categories. Recent research clearly shows that increasing office vist (and
other outpatient) cost shares reduces office visit (and other outpatient) utilization. The
conclusions of the research are nearly unanimous; railsing cost shares reduces utilization, for
outpatient services.

A mgor concern of hedth care insurers, providers, administrators, and patients, is that
increasing cost shares will lead to reduced utilization of necessary care resulting in reduced
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qudity of life, and higher long-run cogts. Thisissue encompasses dl outpatient categories, but
here we will focus on office vidits (see separate discussions for Pharmacy and other categories).

A 2006 article on the RAND HIE® concluded, “cost sharing did not significantly affect the
qudlity of carerecelved. Cogt sharing in generd had no adverse impact on participant hedth, but
there were exceptions. free care led to improvements in hypertension, denta hedth, vison, and
selected serious symptoms.  These improvements were concentrated among the sickest and

poorest patients.”

Here are other research papersthat pertain to the impact on utilization of increasing office vist
cost shares.

In “Does Patient Cogt Sharing Matter? Its Impact on Recommended Versus
Controversial Cancer Screening Services™, the researchers conclude that increasing cost
shares will cause reduced utilization for some services, but “may not have an adverse
effect on more recommended services’, where “recommended”’ means recommended by
aphyscian (i.e. more urgent services). That is, patients will not avoid “necessary” care,
and overdl, there will be areduction in utilization (and costs) from higher cost shares.

In *Effects of Cost- Sharing on Care Seeking and Hedlth Status: Results from the Medica
Outcomes Study”®, researchers concluded that cost sharing reduced utilization, even in the
chronicdly ill populaion. “In comparison with ano-copay group, the low- and high+
copay groups were less likely to have sought care for minor symptoms, but only the high-
copay group had alower rate of seeking care for serious symptoms.” The study defined
the high-copay group as patients that had to pay 50 percent or more of the cost of
outpatient vists. Since both current and recommended Ca PERS copays are Sgnificantly
less than 50 percent of the cogt, this study suggests that CAlPERS chronic patients would
not seek less care for serious symptoms.

With respect to the impact of cost sharing on hedlth status, the study concluded, “We
found no association between cost sharing and hedlth status at basdline or follow-up.” As
with most papers on this subject, the study listed a variety of complicating factorsin

3 RAND Caorporation, “ The Health Insurance Experiment; A Classic RAND Study speaksto the Current
Health Care Reform Debate”, 2006.

4S. Liang, K. Phillips, S. Tye, J. Haas, J. Sakowski, American Journal of Managed Care, v. 10, n. 2,
February 2004

5M. Wong, R. Andersen, C. Sherbourne, R. Hays and M. Shapiro, American Journal of Public Health,
v. 91, n. 11, November 2001, 1889-94
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drawing statigticaly sound conclusons, and suggested that hedlth plans should monitor the
chronic population to make sure they do not avoid necessary care.

To summarize the academic literature, while there is evidence that increases in co- payments for
physician services lead to modest reductions in utilization, there is no significant evidence of
demondrated, datisticaly valid negative heath outcomes.

Absent conclusive academic literature, health plans turn to industry research when making
pricing and plan design decisons. The Milliman Hedth Cost Guiddinesisthe leading hedthcare
actuarid research tool inthe U.S. Mogt of the largest hedlth plansin the U.S. purchase the
Guiddines, induding mogt if not dl of the plans that contract with CAPERS. The Guiddines do
not suggest that increases in co-payments of this magnitude have an adverse affect on other
heslth care costs or hedlth status.

In summary, we believe the moderate HMO office visit co-payment increases recommended in
this report, from $10 to $15, would not have an adverse affect on member hedth status or long-
term hedlth codts.

2. Waive co-payments on Office Visits for Preventive Care.

The literature is generdly supportive of this popular idea, dthough the cost effectiveness of
walving preventive care co-payments is difficult to demonstrate or quantify.

The RAND HIE found that providing free care for the “sickest and poorest patients” with
hypertenson “and sdected serious symptoms’ led to improvement in the hedlth of
patients. Presumably, this could lead to lower costs, but RAND did not determine if
costs improved because of such “zero co-payment” care.

The paper “The Direct and Indirect Effects of Cost- Sharing on the Use of Preventive
Services'™® condluded that diminating cost sharing for primary care and preventive services
may increase preventive services utilization and improve patients hedth satus. Cost
sharing has lower relaive impacts on non-preventive services.

The paper “Effects of a Cost- Sharing Exemption on the Use of Preventive Services a
One Large Employer.”” reviews Alcoa s 2004 decision to eliminate cost shares on

6 G. Solanki and H. Schauffler, Health Services Research, v. 34, n. 6, June 2000
7 Busch, C. Barry, S. Vegso, J. Sindelar and M. Cullen, Health Affairs, v. 25, n. 6, June 2006, 1529-1536
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preventive services, while raising cost shares on other outpatient services. The
researchers conclude that Alcoawas ableto “maintain rates of preventive service use’,
and that the dua cost share schedule “ can preserve the use of critica hedth care
sarvices'. In theory, this should lead to lower hedlth care costs, but again thereis not
convincing quantitative evidence.

In summary, we are not aware of studies that clearly demondtrate that waiving co- paymentson
preventive services reducestota plan cost. However, waiving co-payments on preventive
services will increase utilization of these services, which could have a postive effect on hedlth
datus.

3. Raise Pharmacy Co-payments.

From the 1987 RAND Hedth Insurance Experiment until the present, research usudly shows
that increasing drug co- payments reduces drug utilization. Thisis dso consgent with the
Milliman Hedlth Cogt Guiddines, which reflects the experience of insurance carriers.

Thereis some evidence that modest increases in prescription drug co-paymentswill result in
modest reductionsin utilization, though there does not appear to be significant datisticaly vaid
evidence to indicate negative hedth outcomes. In addition, we are recommending no increasein
co- payments for subgtitutable generic drugs, which may increase their utilization.

Absent conclusive academic literature, health plans turn to industry research when making
pricing and plan design decisons. The Milliman Hedth Cost Guiddinesisthe leading research
tool in the U.S. Most of the largest hedlth plansin the U.S. purchase the Guiddines, including
mogt if not al of the plans that contract with CAPERS. The Guidelines do not suggest that
increases in prescription drug co- payments of this magnitude have an adverse affect on other
hedlth care cogts.

In summary, we believe the moderate increases to pharmacy co-payments recommended in this
report will not have an adverse impact on hedlth status or long-term costs.

4, Raise Emergency Care Co-payments.
Research that pertains to co- payments for emergency care generaly conclude thet raising

emergency care co-payments will reduce its utilization, without adversely affecting patients
hedth gtatus.
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The study, “ Care- Seeking Behavior in Response to Emergency Department
Copayments’® concludes that co-payments cause patients to avoid emergency care, but
“rarely” avoid care completely as opposed to seeking care in another setting.

In “ Cogt- Sharing for Emergency Care and Unfavorable Clinica Events: Findings from the
Safety and Financia Ramifications of ED Co-payments’ the researchers conclude that
the avoidance of emergency care use due to co-payment increases does not increase the
“rate of unfavorable clinicd events’.

In summary, we believe the moderate emergency room co-payment increases recommended in
this report will not have an adverse impact on hedth status or long-term costs. We note that
these co- payments are waived if the patient is admitted to the hospital, and that the proposed
low co-payments for urgent care may provide the member with alower-cost option for urgent
but not emergent services.

5. Implement Hospital Inpatient Co-payments.

Research is sparse on this benefit design feature. This could be because the introduction of
separate HMO cost shares for hospita inpatient is a rdaively recent phenomenon.

The academic evidence indicates that demand for hospital servicesis very resstant to changesin
co-payments. Hospital co-payment increases may reduce utilization somewhat, but not much.
Thereis no demonstrable data to suggest that there would be significant adverse impacts on
hedlth outcomes.

The Milliman Hedlth Cost Guiddines, which reflect the experience of hedth insurers, suggests
that modest inpatient co- payments, such as $100 to $300 per admission, will not cause
utilization for inpatient hospita servicesto decrease.

8M Reed et a, Medical Care, August 2005
9JHsu, et. a., HSR: Health Services Research, 2006
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Asareault of saverd discussons with CAPERS gaff, Milliman reviewed awide variety of potentid co-
payment changes for the Basc HMO and Basic PPO plans. Milliman and CaPERS considered
ggnificant options listed below. Milliman performed a complete andysis only for the options that
gppeared to meet CAPERS' objectives based on a preliminary andyss.

Basic HMO
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Introduce Hospital Deductible of $100 or $250 per Admission, with an Annud Maximum IP
Co-payment of $300 or $500.

Change Office Visit Co-payment from $10 to $15, $20 or $25.

BEiminate Co-payment on Office Vidts for Preventive Care.

Introduce $100 Pharmacy deductible.

Change Pharmacy Co-payments (various dternatives).

Raise Radiology / Lab Co-payment from zero to $10, $15, or $20 (per visit).
Raise Emergency Care Co-payment from $50 to $75 or $100.

Raise Urgent Care Co-payment to $30 (or more).

Raise Ambulance Co-payment from zero to $25 or $50.

Raise Outpatient Surgery Co-payment from $0/$10 to $50, $75, or $100.

Standardize Out- of-pocket Maximum to one of these:

a) Nolimit

b) $2500 Individud, $5000 Family;,

c) $2000 Individua, $4000 Family;

d) $1500 Individual, $3000 Family;

€) $1000 Individua, $2000 Family.

f)  Theselimits exclude pharmacy and hospitd inpatient.

Basic PPO
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Increase PPO Deductible from $500/$1000 to $1000/$2000.

Change PPO Hospitd Deductible: Introduce $100 or $250 per admit in PERS Choice;
Increase Hospital Deductible from $250 to $500 in PERSCare.

Change PPO Office Visit Co-payment from $20 to $25 or $30.
Introduce $100 Pharmacy Deductible.

Change Pharmacy Co-payments (various dternaives).

Raise Emergency Care Co-payment from $50 to $75 or $100.
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10.

11.

Change Urgent Care Co-payment to maich Office Vidt co-payment. This change appliesonly if
the O.V. co-payment is changed.

Increase general PPO in-network Coinsurance: PERS Choice from 20 percent to 25 percent or
30 percent; PERSCare from 10 percent to 15 percent or 20 percent.

Increase PERS Choice Out-of-pocket Maximums, from $3000/$6000 to one of the fallowing:
$3500/$7000 or $4000/$8000.

Increase PERSCare Out-of- pocket Maximums From $2000/$4000 to one of the following:
$2500/$5000 or $3000/$6000.

Introduce Hospital Out-of-pocket Maximums PERS Choice $1500/$3000  PERSCare
$1000/$2000.
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